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< Abstract >

Smart beta ETF: Performance and Characteristics

Global asset management companies have competitively
launching ETFs as ETFs boasting their low—cost and efficient
index-tracking features have garnered increased attention as
long-term investment vehicles. Especially, smart beta ETF
products rose to mainstream in recent years. In 2015, a total
of 34 asset management companies in the U.S. released 156
smart beta ETFs, representing 57.1% of all new ETF
products launched in the U.S. during the period. The market
for smart beta ETFs in the U.S. has grown rapidly. After
exceeding $100 billion for the first time in 2010, it reached
$200 billion in 2013 and $450 billion in 2015, and most of the

increase in market size was driven by large cash inflows.

Smart beta ETFs are gaining popularity because they
complement the shortcomings of existing actively and passively
managed funds, where active fund managers have limited
ability to pick enough winners to justify their high fees and
market cap—weighted passive funds provide only narrow
investment opportunities. Smart beta ETFs’ merit lies in its mix

of product diversity with passive funds’ low cost structure.

This paper investigates the characteristics of smart beta
ETFs by examining the performance of U.S. and Korean
smart beta ETFs. It compares the market cap-weighted

benchmark with simple performance indicators such as the
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monthly average return, standard deviation, and Sharp ratio of
representative products, and measures the efficiency of smart
beta ETFs using the regression analysis. Also explored are
their sensitivity to alternative factors such as SMB, HML, and

UMD, and their performance during sudden market swings.

The results show that the overall sensitivity of the U.S.
smart beta ETFs to their benchmarks remains high. This
could be attributed to ETFs’ structural limitation that could
not construct a long-short portfolio, but it does not
necessarily mean that they depend solely on market cap
weighting. Smart beta ETFs’ performance is largely linked to
the changes in alternative factors, via which some of the
funds are efficiently reaping profits. Dividend, quality and
low-vol strategies outperform their benchmarks, whereas
value, momentum and equal-weight strategies are found to
underperform in the U.S. market. This clearly shows that
although a smart beta ETF adopts a strategy whose historical
performance has proven to be good in the academia and the
industry, this does not guarantee investors superb future

results in the real world.

Also found is that smart beta strategies overall have shown
good historical performance in the Korean stock market. As is
the case for the U.S. market, a significant portion of their
return premiums stems from alternative factors rather than
market risk. However, their performance is significantly weak

during the latter half of the analysis period.
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Going forward, the market for smart beta ETFs will
continue to grow both domestically and internationally. The
growth will not be limited in the market size, but also will
involve a qualitative evolution with product diversification and
fierce competition. In line with the growth of the smart beta
ETF market, investors will be able to tap into a variety of
alternative factors for easily diversifying their investments,
and construct a more sophisticated portfolio to suit their own
risk preferences. However, it is important for both managers
and investors to bear in mind that smart beta ETFs do not
always beat the market with “smart” performance as the

name suggests.
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shoitt o] % s dEs AYHE, mU7PE, SAudEE e Skl
A GotHA AEES Aol EA] }Oﬂt‘r 20159 7] wl=re ARk 41
70e] AlphaDex AHEo] &% glom sHuprhsl o A9 AE7}
A EZFFstH 1 g7F o 61700 E¥t) AlphaDex A& AE o=

First TrustAb= wl=roll A A Q] 2wtEHE -8AF 7He-d stz 2t
2l A ko, o] Dorsey Wright Focus 5 ETF & tFsh AnlE
HEF %S UEson va ETP s &84T E7E 20119 63914
o4 2015 427g = AA F7hsklch
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A2 B FANES £§ wATE MPOR TE LSRN Aastd
HokE WATh: 9AE wolw glnk

S m=roll A 218 AnlEHE ETPY Aab7bs FH| 8482 32bp
2 ~utEWEE 293 YA ETPY FH|EH]& 27bpet & o] B
ol#] ¢ka 9tk &EAAL ARkHQl B st FA7F ojoja gl 1B
Y, ~ulEHE} ETPO] B4k A} dolxal 9l A3elt), 53] 20154
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o #d 2 okAlol A% B
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Eaato] Hujuh fA o] vls) 1 R7F Ao R 22 otk d
A ETP Aol A 2~ulEWEL AEo] X|she HF e
st} AR Al oy AR 26 o
wom, grogeo] A S rheAd Egh vl %

o g
po
10 O_>I:
ON
fr a
1-U:. -
o, M
ol
fru
i
o

19) QrolAlsh mhRHAE olZlol s 298 deke Ha $AAS AFe T



32 2vlEWE ETFe 43 8 54 24

g, ofrlo} x| Aol AmlEHEL ETP &8AH4ke] Al o] o] i o]
Nikkei 400 A& FFoh= Awol doHo Utk Nikkei 400 Ao+
A X A 2Japan Exchange Group: JPX)olA 2014 1€5-E AtE3}17)
A&l =], A 7]ARE ool & (Return On Equity: ROE)¥F d¢jole], A
e Sol AR Adsh ZIdArE, =4 8717 E (International
Financial Reporting Standards: IFRS) =04 &g EE D7ko]it
T BAAA AxE E&ote] FHS AA¢T 20149 49 dEFAAT
(Government Pension Investment Fund: GPIF)ol 4] Nikkei 400 A}
st7l= AAsIglon, &2 3 108 dEFS23(Bank of Japan: BOJ)
ol A FHslg e ko & Nikkei 400 ETF A%< wjratActa A
Askaltt. ol A=A Aol Flo] Nikkei 400 FF 52>
ofuel =i} oAM= el A glon, S=E &AM
b 201549 1299 Vo w 7492y 2@ A9 A 23 29
gl A Fdrks HollA ole ek 43E & F 3

<38 11-5> Nikkei 400 & =229 ETF #Z2 2EXHIRZ

(EH9l: HRrEray)
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2016 69 715 = ~nlEHE ETF AES & 427071 A3
o] glom AFFEE 1% 201099 FF0]t}h.20 Zhﬂ ETF A% 5 =
PEHEL AEre] 5.1%9 HFS AAEtaL lo] m=olu il s}
W oA 1 HFo] W o), TR B Sy ~vlEHE
ETF 7559 diF-E2 ou F2AA ] FAstar 9lom, oe]4oz g
TEol va FAld FApetal JdAIRE SE&ARTEE 70919 AERE m|
] gk Holt},

Rl F
“34 AR Fols FIER ste] pepet
b =l ETF AgS + 1 9
9ol F o ol AAeA Heha AAld Egs wolal vk AZFEY
b el sl FASES R 20149 112 5

A 20169 69 112 437099402 A% 4slar, v R g

gA e} Qv AMEZ, NEBHETFS 22 548 445 7H ETF
AEe] FEAIRRE 3417904 316192 ZHAEsith S
FAHAGO] TRl 72 vrae] A Y AEEE dTFS e
ZAOR Hlth whd, ~ulEMERel sjejF Ao FAfshs ETF Awo] wh
2A st 2 AR E He-aL gk 53] ArtEHE S 84
2ke] 201499 5,360 1olA 2016 69T 13 1,9409 90 123%
st

20) kA a9 A1 dolA= dAEre] el weh ETPE Wides dsks vet
A, =W Al ﬂ%ﬁﬂ*ﬂ ETFS A ddoR sto] AAdor A6
o = ETN 459 49 ETFe= 28 &5 724 S5 dis) d5F247t
7Feghel, ol E"‘ﬂz “W" A&k 457t ‘j‘E} ol F FEe A A4
How AvtEHELY ou|S THAA] AN A MR AntEHEIR EiE 5
7] W&o ETN 2HAS ZA el A Aejatgict. vhd s elo| A= ETPE i
o JAME o2k EAZF Aol BASA e, el g ETNolu
ETCO 7% FARtR= F2 spdFely dapxd Fapehs 52 4-8%7]
ol k.
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<3 11-6> FA ¥ FATY X Zu) ETF
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4,000 3,417

1,921
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ANERE Xof
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0 iz - -. ..
2010 2012 2014 2016. 6
BT A (AT HTES ) SLFA WX, QAHA, HAHEES, AE|E) mZLYFA(ADLEHE)  mBQIF4
2 dlo]Elto] =
H SHYFY FolE B o3k g U FHlehA =t
2012 195 2016\ 6€71#12] 717t E<F =l 4o FA}8}= ETF
Ao diaf Al Ao R 3t sHfdedy AP o]F F7F Ao

Fole o

1 ERE Aol Lexded gete], 4% AAe 5 8ol HIUTE
ube AvlEWEL ETFE 4§ 2012 o] F 53] Abgo] /dEH

715 mom gtk 53] 2015Wd0E 10709 AEol Atz A wA

1,490 919] Aw& Fol Bk, F7F AAo=R Qg AaefY TEE
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2utEdE F5o HEhd vss AuEY w97t dEfe] HA9
33.4%5 AAt 7HE we £9E V1SSt o SUvke AS-
A JEEELS gFoR 7| HtE FHanEn, AAIETF 5
np FETOA FR GEEe BES Biled, od Agde FAARE
o 2vtEME Hef AA o] FAst B Hulg Aol FARE Ao w
= Zlo] BYd Aot wdrks AeS Alelshy vy defo] 7P
2 9SS ARl wiE A A AAHeR Be QVE Boq
Je 2ntEHE A= T sy, vl E 9GA Aardel &
934 UEldTh. 7 utel = HrulEl, 298 dEke] =8 ujES 2|3}
ATF.
E 11-3> =z AOtEHEF ETFS| MarE & (2016.6)
(9l 41o9)
ey 48 ¥ . e
A% A ks bRl
47 30 10 359 399 33.4%
Gl 356 - - 356 29.8%
Aol g 103 - 63 166 13.9%
295 120 - - 120 10.1%
a9l 45 - - 45 3.8%
27 36 - - 36 3.0%
7+ 31 - - 31 2.6%
Tulg] 25 - - 25 2.1%
3% 8 - - 8 0.7%
AFAFF 7 - - 7 0.6%
=7 761 10 422 1,194 | 100.0%

=3
A& dlolE 7ol =

F ) AN RASE AEoR

kol G
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TEAPE AR RS AR A9 270 T1%9] =2 e
Bolx IAAAE FAsta o dF 8AFES AvtEHME ETR
H

svbEdEre] BS F $8AE = £ 28
Seld 4 oole W 9 g gEe] SAshEA Qe Aol e

<E ll-4> 2 AOIEHE ETFS 22AIH s& (2016.6)

A FE T At A&

1] g of] AP & 11 580 48.6%
A A& 9 266 22.3%
Flac M A e S 8 162 13.6%
7] A& 2 39 3.3%
WRAPLS-E 1 38 3.2%
S E A AT B 4 32 2.7%
THA S 1 24 2.0%
A& 1 19 1.6%
KBA 2§ 2 17 1.4%
Fre] Abe§ 2 16 1.3%

A 41 1,193 100.0%

T AW FAAE FApshs AR o R skl A
A5 Hlo[E 7o =
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FES ATVEA Tt A ZF FH8R1E9 xbol= 8bpell E3E
A g AA FSATE AR o] 5 AlZFEe Tk Aol A A
A3k Aol o} FH|&n| o] 50%(18bp)t &gk uby | AwlEH|E}
dFEAME 17%8bp)Rt ateste] & Alole] Az o9} o] oA
HArk A Astel Ame] 7lxe] wE AlE Fd SR Qe dow
5 b e B Flgelge) 9 et ASE Ho® d
il
<38 11-9> I FA X ETFe &H|&H|g F0|
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gl A AITE oEA YEEAE SRl R o8 Fa AvhEH
B} ETFe] 545 24edrh 2 vt =i F4A 1A
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gtz JbA, WY, mud, A, 298 4EL BUW NFoR B
sto] RASHE O BES sPgstel EAUY TFsh wef
ceawgol S, el WA AW FESe] 47 B 298 F
FRH, olsh e JES el tierasle] BAFEASE EE 1}
B olth

=42 20113 6958 20163 697H4] & 6170l Ax 43t

So1E HePeglct. ojwj e BAS A ol f = EE AFE A

| o]FoiA, 2011 6€ olxel&= dld AdFEo] §l7]

ZF A g EAEL S&P 500014 Russell 1000, Russell

30003 22 dubg9l HAFET(universe)S WS R YEZIE

T/%= ETF % 20119 59% 7]& 7H¢ B2 Abs *8&3ta e
AEo 7 MR AAE ETFY Z=22& < M-1>9 yeb vk

BN

22) 2015 6¥€% n=k AvntEHE ETP Aol &Aatm 715 2F A2k A
FHAFEE wlE 31.0%, A 23.7%, 71X 15.7%, e 11.2%, 54715
4.1%, 292 4.0%, Aejdg 2.2%, 298 2.1%, 22 0.6%°|t}.

23) tierasl AE T A Ad ALE olf, AR wig ke 5Ud AR
& AMESIEA A E dh o R Fxpelal 7] wiiEed, E5 FAld XA
A5 sl Xxe amrt dAlE e AR 7] wiEeltt el ofd JhxE ¥
3l o]+ Fama & French(1992, 1993) & W9 &3l 711 AZe] 7]
o] A At wrha 8137 wliEolt).
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Yol FAYEFE EF XsleE FEToR $vele] KOSPISH fAbskthar
B Ak AEY 423, Be YAt tygste] Falste 4wy 4
-, H=e] A XEZE e A v 7F ofgr] Wi gindEe] A4
Aol A A ettt T3 AE=Ho|(survivorship bias) #A1S <4337 94,
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